Interstate Power Company
Docket #01-0628
L5 - Exhibit No. 3.3
‘ S Moody’s Investors Service | Pe.

%5 Global Credit Research

il

. October 1998

New York
Jonathan Cohen {212) 553-1653
Jeff Davidson

Julia M. Doetsch
Emity Eisenlohr

A. Tucker Hackett
Edward Ip

Andy Jacobyansky
Roben Johnson
June Lee

Kevin Rose

A.). Sabatelle

Mo Ying Selo
Scott Solomon
Susan D. Abbott
Michael Foley

. ELecTRIC UTILITY

Industry Outlook

- 6\ 0%
S 2.3

e




ELECTRIC UTILITY RATING HISTORY

<1>Current  Data 1997 Date 1996 Date: 1995 Date 1994 Date
COMPANY Rating Chod Rating Chgd  Rating  Chod _ Rating  Chod  Rating Chgd
Alabama Power Company Al — Al — AT - Al — Al —
<3>AmesenCIPS Aaz Feb-1998 Aal - Aal — Aal — Agl -
<9>AmererUf Aal Feb-1998 Al — Al — Al - Al —
Appalachian Power Company A3 -— A3 — A3 May-1996 A2 — AZ —
Arizona Pubfic Service Company Baal — Baat P Baa1 — Baal  May-1995  Baa2 —
Atlantic City Electric Company A3 — Al — A3 — A3 — Al -
Baltimore Gas & Electric Company Al — Al — Al — Al — Al -
Black Hills Corporation Al — Al —_ Al — At — Al Aug-1994
Boston Edison Compary® Bagl 1998 Baaz - Baaz — Baa2 — Baa2 —
Cambridge Flectric Light Company™ BaaZ = Baaz — Baa2 — Haaz2 — Baal -~
Canal Electric Company Baal — Baal — Baal — Baal e Baal —
Corolina Power & Light Company A2 — AZ -— A2 — AZ — A2 -
Cernttral Hudson Gas & Electric Corporation A2 May- 1998 A3 — Al — AZ - Al —
Centaal Winass Light Company Aa? — Az — Aa2 — AaZ = Aa2 -
Central Maine Power Company Baad — Baal May-1997 Baa? — Baal - Baa2 o
Central Power and Light Compeany A3 — Al Apr-1997 A2 —_ AZ — A2 -
Central Vermoant Public Service Comparny+ “han2 " — “baad” — “haal” — "baa2” — “baa2” -~
Cincinnat Gas & Electric Company A3 — A3 — A3 — A3 Now-1995 Baai —
<10> Cleco Corporation A2 — AZ — AZ — A2 = A2 —
Cl d Electric Nluminatmg Compary Bal — Bal  Aug-1997  Ba2 — Ba? — BazZ —
Columpus Southem Power Company Al — Al - Al Aug-1996  Baal Sl-1995 Baa2 -
Commenwealth Edison Co. Baa2 — Baaz — Baaz — Baa2 - Baaz -
Connecticut Light & Power Company. The Baz Jul—ag Ba2 Dec—97  Baal Oct-26 Baal -_ Baatl -
Ba3d Apr-98 Bal Apr97  BaaZ May—96

Consoiidated Edison Company of NY Inc.* Al - At — Al — Al Apr-1995 Aal Feb-1994
Consushers Energy Compariy Baal — Baa3 — Baa3 — Baal — Baa3 —
Dayton Power & ight Comparry Aad — Aa3 — A3 — Aal Mar-1595 As Mar-1984
Delmarva Power & Light Comnpany A2 — AZ — A2 - AZ —_ A2 —
Detroit Edison Company A3 — A3 e A3 — A3 — A3 —
<2>Duke EneraCnrp. Aa3 — Aal k1397 Al — Aaz — Aaz -
Duquesne Light Company Baal — Baal — Baa?l —_ Baal -— Baal e
Easvern Edisem Company Baai — Baal — Baal — Baal — Baal —
El Paso Electic Company BaZ Jan1998 Ba3 — Bal Jan-1996 Caa — Caa -
Empire District Eectric Co., The A2 —_ AZ — A2 — AZ Dec-1895 AT -
Entergy Arkansas, inc. Baa2 — Baa2 — Baa2 — Baa2 - Baa2 —
Entergy Gulf States, bic. Baa3 — Baal — Baa3 — Eaa3 Mar-1985 Baa? —
Entergy Louisiara, Inc. Baa2 — BaaZ - Baa2 — BaaZ — Baa2 -

M AP, e, Baa2 — Baa2 ~— Baa2 — Baa? — Baa2 -
Entergy New Driaans, inc. Baa? — Baa? — Baa2 - Baa2 — Baa2 i
Florida Power Corporation Aad —_ Aald — Aal — Aal — Aal —
Floritha Power & Light Aa3 — Aal — Aal Jun-1995 Al Jul-1995 A2 —
Georgia Power Company Al — At — Al — Al Apr-1995 A2 Apr-1994
Green Mountain Power Comp. BaaZ —_ Baa? — BaaZ — R — NR e
Gulf Power Company Al — Al — Al — AT May-1995 A7 -
Hawaiian Flectric Company, The Al — A — Al — A - A3 —
<3>Houston industries Inc, Al — Al — Al Dec-1996 A2 — Az -
<4 >1ES Utiities Inc. A2 — AZ — A2 — A2 Jun-1995 Al AuQ-1954
ldaho Power Company A2 — A2 — A2 — A2 — A2 —
lliinois Power Company Baal — Baal — Baal Jul-19% BaaZ — Baa2 -
Indiang Michigan Power Company Baal — Baal — Baal - Baal - Baal -
Unbariapolis Power & Light Company Aa2 — Aa? — AaZ — [ — Aaz2 ~
Interstate Power Company Al — Al — Al — Al — At -
Jersey Central Power & Light Company Baal — Baal — Baal — Bzal — Baal Aug-1994
Kansas City Power & Light Company Al —_ Al —_ Al — Al — Al 1n-1994
Karsas Gas and Electric Co. Al — A3 — A3 — A3 — A3 -
Kentucky Power Comparny Baal — Baal — Baal — Baal — Baal —
Kerwtucky Utiities Co. As2 — Aaz - Aa2 — Aaz — Aa2 —
Lowrsville Gias & Electric Company Aa2 — A32 — Aaz - Aa? —= Aa2 —
Madisan Gas & Electric Company Aaz — Aaz — Aa2 — Aaz —~ Aaz —
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ELECTRIC UTILITY RATING HISTORY (cont’d)

<1>Current  Date 1997 Date 1696 Date 1995 Date 1994 Date
COMPANY Rating Chod Rating Chqd _ Rating __ Chgd Rating __ Chgd Rating __ Chod
& trs Electric Company Al — Al Dec-1957 A2 Aug-1996 Al — Al —
Metropolitan Edison Compary Baal — Baal — Baal — Baal — Baal | Aug-1984
<h>MidAmerican Erorgy Company” A3 — A3 Jan-1997 A2 — A2 Jul-1935 Al —
<1 bM‘mmm Power, iInc. Baal — Baal a— Baal Mar-1396 A3 Mar-1995 A2 —
Missi i Power C Aal —_ Add — Aal — Aa3 —_ A3 May-1994
Mmungaheh Power Cr.mpanl Al —~ Al — Al — Al May-1395 Aaj —
Moniana Power Company Baat -— Baal — Baal — Baal - Baa1 —
Narragansett Flectric Company Al — Al Cec-1997 A2 Aug-1996 Al — Al —
Nevada Power Company Baa2 — Baa2 — Baa2 — Baa? — Baa2 -
New England Power Company Al _ Al Dec-1987 A2 Aug-1986 Al —_ Al —
New York Stale Electric & Gas Corporation Baal — Baal e Baal — Baal — Baal Now-1994
Ni Mohawk Power Corporation Bal Apr—98 Ba3 — Bal -1 Bal Oct-95 Baa? —
el pore Ba2 Fg:-SE : Ror 1988 Baa3 May-35
Northem Indiana Public Service Compary Az — A2 — A2 Feb-1996 A3 - A3 -
Northem, States Power Co. (Minnesota) Aald — Aad 1997 Al — Al — Al May-1994
<12»Northwestem Corgoration Al — Al Jan-1997 AZ — A2 Jul-1985 Aal —
Ohio Edison Company Baa? — Baa2 - Baa2 — Baaz — Baa2 —
Chic Power Comp A — A3 - A3 — Al — Al —
Okiahoma Gas & ﬂel:mc Company Aal — Aald  May-1997 Al — Al — Al —
Orange & Rockland Litiities, Inc. A3 — A3 —_ A3 — A3 — Al Jun-1994
Duer Tad Power Company Aad — Aal — Aad — Aa3 — Aa3 _
Pacific Gas ¥ Electric Company Al — Al on 1997 A2 — AZ — AZ Dec-1984
PacifiCorp A2 — A2 -~ A2 — AZ — A2 Sep-1994
<6>PECO Energy Company Baal — Baal —_ Haal —_ Baa1l — Baal —
ia Electric Company A3 — A3 — A3 — A3 — A3 Aug-1994

<7>PRAL, nc. A3 — A3 — A3 —_ Al Oct-1995 AZ _—
Pennsyivania Power Company Baa2 - Baa2 _— Baa2 — Baa2 — Baa2 —
Postiand General Electric Company AZ — A2 e A2 Mar-1996 A3 May-1995 Baal —
Potomac Edison Compeny AT — A1 — Al — Al May-1995 Aad —
Potomac Electric Powes Company Al — Al —_ At — Al — Al —
P3| Energy. inc. Aj -— A3 — A3 e Al Nov-1985 Baal —
Puhlic Service Company of Colorado A3 - A3 — A3 Nov-1986 Baal — Baal —
Public Service Company of New Hampshire Ba3 — Ba3  Mar-1997  Ral — Bal 01995 Baa3 —
Public Service Company of New Mexico Ba1 — Bal — Bal Sep-1995 Baz2 — Ba2 —
Public Service Company of Okiahoma Al Mar-1998 Aal — Aal — Aal Mar-1995 Aa2 -
Public Service Elactric and Gas Company A3 -~ A3 — A3 Jan- 1996 A2 — A2 —
Puget Sound Energy. M. Baa? — Baat - Feb-1997 Ad — A3 — A3 —
Rochester Gas & Elactri Corporation A3 May-1098 Baal — Haal — Baal — Baal —
San E Gas & Elecyic Company Al — Al — Al — Al — Al Dec-1904
Savannah Blectric & Power Company Al — Al r Al — Al — Al —-
Siema Pacific Power Company A3 — A3 - A3 — A3 — Al —
South Caroling Electric & Gas Company Al — Al — Al — At — A —
Southem Californiz Edison Company A3 — Al Jun-1987 A2 - A2 o Al Dec-1994
Southem Indiana Gas & Eleciric Compary Aal — Aa2 — Aa2 — Aa? — Aa2 —
S Bectric Power Company Aa3 — Aald  Apr-1897  Aa2 — Aajd - Aa2 -
Southwestern Public Service Comparty Aa2 — Aa2 — Ag2 — Aa2 — Aa2 -
Systern Energy Resources Inc. Baa3 — Baa3 — Baad —_ Baal et Baad —
Tampa £lectric Company Aa2 —_ Aa — Aa2 — AaZz Apr-1995 Aal —
Tennessee Valley Authority* Aaa —_ Aag — Adn — Aaa —- Aaa —
Texas Uilities Blectric Company Baal — Baal  Jan-1997  BaaZ? — Baa2 — Baa2 -~
Texas—New Mexico Power Company Ba2 — Ba2 — 832 Dct-1986 Ba3 — Ba3 —
Toledo Edison Company Bal — Bal  Aug-1997  ga2 — Ba2 — Ba? an
Tucson Beciric Power Company Ba3 — Ba3 — 8a3 — Ba3 Mar-1995 )] —
United fiuminating Company Baal — Baa3 -— Haal — Baa3 — Baad —
UtConp United Ine. * Baa3 — Baa3 — Baal — Baa3 — 8aa3 —
Vimiia Electric ang Power Company A2 —_ A2 —u A2 — A2 — A2 —
Washington Water Power Compary A3 — A3 — A3 — A3 — A3 —
Wt Pen Power Company A — Al — Al — Al May-1995 Aa3 —

H i - 3 — -
West Texas Utilities Company A2 A2 Apr-1997 Al .:';3 MSeap}-'gg Aa2
Western Massachusetts Electric Company BaZ2 hu-98 Ba2 Dec-97 Baal Oct-36 Baal — Baal -

Ba3 -98 a1 Apr-97 Baa2 May-96
<B> Western Resources inc. A3 — A3 — Al — A3 — Al -
Wiscensin Electric Power Company Aa2 — AaZ — Aaz — AaZ — Aa2 —
Wisconsin Power and bight Company Aa? = AaZ — Aa? — AaZ — Az? —
Wisconsin Pubyiic Service Corporation Aaz e Ag2 — Aa2 — AaZ — AaZ —
* Senjor Unseaured Rating

+ Proforred Stock Rating
<1> As of Ociober 1,7 1598,
<2 hmqhmasmmma%

<3> Previously known as Houston Lighting & Company. :

<4> Formed by merger of lowa Electric Light & Power C: ry and jowa LUsilies Company on Dy 31, 1993,
<5> Wuarﬂdwmmmmmm—mm&s&MMkﬂyL 1995,

<g> ;;\;omyhmn .Pursyium n: & Lignt 1. 1995.

<S> as

8> Fa’mdasam.ﬂdKansasGs&Ehmrmgerwﬁh Power & Light effective 3/31/32.

<8> Formed as & result of Central liinols Pubiic Service merger with Union Elettric eliective 2/27./98,

<10> Previously known as Cersral lowvisians Bleciric

<T1> Pravi inown as M Pow&uyu(:brmwy

<12>F known a3 N Public Service Company Company.
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Category Moody's Rating Analyst Phone
The industry Group includes 121 Companies. Jonathan Cohen June Lee (212) 553-1653

Jeff Davidson Kevin Rase

Julia M. Doetsch A_L Sabatelle

Emily Eisenlohr Ma Ying Seto

A, Tucker Hackett Scott Solomon

Edward Ip Susan D. Abbott

Andy lacobyansky Michaei Foley

Robert lohnson

industry Average Ratios

1995 1996 1997 1998 1999 20600

Fi
1993 1994 1985 1996 1997 1998 1999 2000
ROE(Avg.)(%) 9.8 10.3 16.0 121 11.4 11.0 10.9 1.1
Margin (%) 16.3 16.2 17.2 16.7 15.6 15.9 156 15.0
Pre-Tax Int. Cov. (x) 3.2 33 a5 3.7 3 3.9 4.0 a7
Fixed Cov. 28 2.9 3.1 a3 3. 34 34
RCF/Gross Capex(%) 103.4 110.1 1315 149.4 136.3 1426 1491 1419
e .. e H‘I :v' ERE
Industry Average Ratios
— Foreeast
1993 1994 1995 1996 1997 1998 1999 2000
Total Capital ($bil.) 33 i3 34 3.3 33 31 ie 28
Totai Debt/Capital (%) 51.1 51.1 50.8 49.7 49.9 48.9 48.2 415
Prd/Capital (%) 6.5 6.3 5.7 5.3 54 5.6 5.4 5.1
Common/Capital (%) 424 426 43.5 45.0 4.7 45.5 46.4 474

o

Moody’s the average rating of U.S. electric wtili-
ties, corren yataweal:ASgGwi:lgme over the next
three to five years. But, at the same time, the carrentd:
narrow dispetsion of ratings sround the mean will wi
significandy as issners pursue vastly different business
strategies, entailing vastly different risk profiles. In short,
the average will become less and less representative.

The i uP of credit quality for some utlities will
be the net resuit of legislation, regulation, and rate
resgructering plans that have dramatieally reduced uncer-
nainty concerning their ability to continue to recover all
of their fixed costs through rates in an open marker. As
part of these plans, many are selling their generatin
assets to non-utility operators, increasing free cash flow,
and shedding business risk in the process.

But for every seller, there must be a buyer, and 2 num-
ber of utilities have chosen the opposite tack, creating a
niche for themselves in generation and 2dding assets at an
sswunding rate. Many of these ting companies are
stand-alone issuers or, if part of 2 “utility imil}z, constitute
legal entities that carry ratings reflective of ther own busi-
ness and financial risks separate from the regulared nrility.
Yet other cornpanies have chosen to focus on, or add to,
ﬂmrmr?cmm ofx:lewbusin&s lines st;,ngl:haspawle,remarkc:-

wading, and enerpy services, which must be assessed
ﬁed on their annndan:rrglsyls and rewards.

And so, six into the transition to a competitive
environment, eleciric urilides are no longer ¢ homogeneons
universe. As “distribution” comes to deseribe the fanction of
the “eleceric urility” and 13 electric, ges, telephone, cable
and other “distribution services” converge, the concept of

4  Moody's Industry Outiook

an industry that generates, vansmits, and distributes elec-
rons becomes increasingly archaic. This is not to say that
some utilidies will not choase to continue to provide all
three of these formerly vertically integrated services, bur
they will also provide much more — including gas, vele-
phone, Inrernet and home security services — and will be
differently organized. Und img the creditworthiness
of the distribution company, where a bondholder may be
the obligar, and its relationship to and risk from essociztion
with a sister generating mmpan}l' of which the bondholder
is not an obligor is a more complex issue than the assess-
ment of 2 verticaliy t ted utlicy.

This in outook a to bring clarity to an
industry in transition and to the 1ssues olders must
be aware of in mas::g potential invesoment in any por-
tion of an “clectric wtility” family. Choices being made
oW CONCermning te swocmere and lines of business
will have enormous ing on credit quality for years to
come given the differences in risk in each business. And
because of the changing nature of the industry and new
threat of competition, management strategy, talent, and
depth will also take on 2 greater-than-ever role in the
Ieve] of success achieved by any company. While reFu.h-
ton is no longer THE most important issue in the long
term fortunes of a utility family group, regulatory and
legislative initiatives during the transition can have fasting

ects on 4 company’s fimancial flexibility. Combined far-
ther with the potential voladlity introduced by participa-
tion in an unregalated commo%’ty market, the need for
careful cash flow analysis of the nisks being taken on by
any given company becomes more critical than ever.




R S A B NECEAELY

In the years following the passage of the National Energy Policy Act in 1992, Moody’s cautioned investors
about the potential for significant downward pressure on the credit quality of many investor-owned utili-
ties as retail markets for electric power were opened to competition. Our concerns about credit quality
were driven largely by persistent uncertainty about the extent to which utilities could recover their fixed
costs in prices dictated by competitive markets.

More recently, however, regulatory and legislative initiatives have considerably reduced this uncertain-
ty, leading us to a somewhat more optimistic view of the future direction of the industry’s average credit
quality. Legislation and regulatory restructuring plans enacted to date have, for the most part, allowed for
the phase-in of retail competition over a multi-year transition period, and have provided urlities the
opportunity to recover their fixed and sunk costs through the divestiture of generating assets, a non-
bypassable charge to existing customers, and/or securitization.

SIGNIFICANT HEADWAY TOWARD COMPETITION AT STATE LEVEL

Legislation concerning retail competition has been passed in 12 states, including California and five
Northeast states in which electric rates have been the highest. For the most part, these laws have been
supportive of the utilities in their quest for full recovery of costs that might be rendered uneconomic, or
“stranded”, under competition. The notable exception is New Hampshire, where progress toward retail
competition has been stalled by court battles between the state’s utilities and its regulators over legislation
that does not provide for full recovery of stranded costs. Similar court battles currently prevail in
Vermont, although the state is still without restructuring legislation.,

Even absent legislation in some states, there has still been considerable progress toward establishing
retail competition as a result of regulatory support for individual utility restructuring plans. In New York,
for instance, six of the seven utilities have obmined regulatory approval for their own restructuring plan.
The seventh New York-based utility, KeySpan Energy (formerly Long Island Lighting Company) has
recently completed its version of an electric restructuring plan by selling all but its wholly-owned generat-
ing units and gas business to the Long Island Power Authority. Michigan is commencing choice in 1998
under orders issued by the Michigan Public Service Commission.

With very few exceptions, we expect that most of the other states will continue to debate electric utili-
ty restructuring issues at the state legislative level. As many of these states press hard toward enacting their
own versions of electric restructuring laws, they are likely to incorporate those aspects of laws already
passed that they think will work best for them, while adding their own unique conditions.

We expect that electric utility restructuring will also remain a high priority agenda item in the next
Congressiona) session, as all signs indicate that there will be insufficient support to pass any one of the
several bills that were floating in Congress this year. Among the obstacles to progress at the federal level
are difficulties in coming to grips with how and/or whether to reform the Public Utility Holding
Company Act of 1935 and certain sections of the Public Utility Regulatory Policy Act of 1978, as well as
lingering questions about federal versus state jurisdictional matters. If the states continue to make good
progress with regard to bringing about electric industry restructuring, then the push for Congress to do
something could begin to wane.

With or without legislation, the pace at which the restructuring process moves in any given seate is
likely to be influenced by the extent to which politicians are willing to get involved, to which customers
are discontent with the current rates that they are paying to the incumbent utility, and to which the com-
panies are satisfied with the process. We have found that it is particularly helpful when legislation is in
place because it helps guide the regulatory process involved in bringing a utility’s restructuring plans to
fruition. Indeed, in many instances, the legislators are deferring to the regulators to implement the details
of how restructuring will work in a given state.

Moody's Industry Outlook 5




United States

I CATEGORY A:

B CATEGORY C:
N spach

pasved, ¥ ing ization fof g tue
Cakfornia; G clicut; Binois; Montana; 1o reguisiory iniiatives
Pannsylvamia; Rivode island Naw York; Anitona; Macylaswd: Mickigan; New Jersey; Texas
B CATEGORYB: [ CATEGORY D:
Iegistation paxsed, withoul authorization tor securitization ndystry g issues being o varying degreas at state
Maine; New Olcady Virginis logisiative andior mguiatory lovels

PLANS OFFER CUSTOMERS AND COMPANIES CHOICES

To date, utility restructuring plans have often incorporated a phase-in approach to retail competition, in
many instances allowing time for pilot or test programs involving certain groups of customers to deter-
mine whether a particular approach works. Although some plans have tried to stretch the phase in period
out well beyond the year 2000, there still appears to be a strong preference to keep the phase in period as
short as practically possible (generally not later than 2002).

Other key aspects to utility restructuring plans that we have seen to date include commitments to
divest ail non-nuclear generating assets and to reduce rates by an average of 10% in exchange for an
opportunity to fully recover any costs stranded or rendered uneconomic by the onset of retail competi-
tion. Although many of the decisions 1o divest generating assets have been voluntary, there are some
instances where utilities were legislatively mandated to do so. The market valuation of assets through the
sale process tends to eliminate the contentiousness often associated with relying on a “formulaic”
approach to determine the level of stranded costs a utility might have to try and recover by making
assumptions about the future price of energy and capacity in a given region.

We expect that regulators will continue to play an important role in many instances when it comes to
quantifying the amount of stranded costs that a given utility is left with after divestiture and/or other
mitigating steps are taken (e.g., cost reduction programs, using excess earnings above a specified level to
accelerate depreciation of generating plants, or faster amortization of regulatory assets).

Once the amount of unmitigatable stranded cost is determined, regulators will then take into
account the rules set out by legislation in determining the means by which, the extent to which, and
the time frame over which such costs can be recovered. When the rules include an opportunity to
periodically “true-up” the stranded cost amount during the transition period, we believe there is less
risk present for fixed-income investors.

The most common way that legislators and regulators are permitting stranded costs to be recovered is
through the collection of a non-bypassable charge, often referred to as a Competitive Transition Charge
(CTC), over a predetermined time period (e.g., the wansition period). This fee is established as one part
of the unbundled rates charged by companies continuing to provide regulated “wires” services.

6  Moody’s Industry Outlook




For those companies that retain interests in nuclear generating assets, many plans allow these assets to
remain part of the regulated transmission and distribution utility. Under this approach, costs relating to
these investments will continue to be recovered in the regulated rates that these entities charge their cus-
tomers through the transition period. These investments will continue to be recovered in the regulated
(and often frozen) rates.

THOUGH CONTROVERSIAL, SECURITIZATION REMAINS CREDIT POSITIVE

Yet another comprehensive and considerably more controversial means by which companies can recover
their stranded costs is through securitization. Securitization is an option currently available to utilities in
seven of the twelve states that have passed resaucturing legislation to date. This is not to suggest that the
subject has not been hotly contested throughout the country. In some states, such as New York, this is an
issue that is clearly divided across political party lines, which makes passage of legislation that specifically
provides for securitization more difficult.

In general, securitization legislation permits utlities to create a property right to the revenue stream
produced by collection of the non-bypassable competitive transition charge. The property rights are then
sold to a special purpose financing vehicle or bankruptcy remote trust. This entity can then issue securities
backed by the future cash flows from the CTC's.

We view the credit implications for utilides who issue securitized bonds to be positive due to the
expected lower financing costs of higher rated securities and the greater certainty for recovery of stranded
costs than existed previously. Just how positive such a financing strategy might be for a utility will, howev-
er, depend on how aggressive they are with regard to use of proceeds and the ensuing level of protection
that remains for the existing investors in the utility’s traditional fixed-income securities. The utility can
use proceeds from the issuance of securitized bonds in a variety of different ways, but typically they have
indicated that they will pay down debt and buy back common equity in amounts that allow them to, ata
minimum, maintain the same percentage of debt, preferred stock, and common equity in their capital
structure as existed prior to issuing the securitized bonds.

As we analyze utilities that issue securitized bonds, we will treat such bonds as being fully non-recourse
to the utlity even though the Securities and Exchange Commission’s guidelines require the debt to appear
on the company’s balance sheet. Thus, we will adjust funds from operations and retained cash flow down-
ward to reflect the fact that a material portion of cash flow each year will be set aside for debt service on
the securitized bonds. ‘This approach, we believe, will better represent the cash flow stream available to
protect the utlity’s remaining fixed income investors.

When securitization is not an option and/or where generating asset divestiture is not part of the utili-
ty's strategy, the company will likely be looking to reduced costs and increased sales as means to offset the
rate reductions that are stll being required in exchange for regulatory support for restructuring plans.
This is more apt to be an approach followed by utilities with only moderate exposure to stranded costs
and/or where significant cost reduction opportunities and sales growth potential stll exist.

Moody’s behev&e that the electric utilities that divest their generating assets, either by choice or regulatory
mandate, will substantially reduce their business and financial risks, allowing for the possibility of
strengthening their balance sheets and increasing free cash flow.

Divestiture of generating assets has proved to be an effective way to address regulator’s market power
concerns. It also provides a means to arrive at a firm measure of, as well as a potential mitigant for, strand-
ed costs. Regulators and legislators in New England, for example, have offered utilities a deal that, so far,
few have been able to refuse — divest stipulated generating assets in exchange for an opportunity to fully
recover stranded costs. Alternatively, regulators in California, by setting low rates of rerurn on equity,
have given udlities in that state added incentive to divest. And in the end, the utlities that divest will be
spared the pressures of competition facing the generating side of the business as transmission and distribu-
tion contnues to be regulated.

It should come as no surprise then that over ten percent of investor-owned electric utility generating
capacity in the U.S. is either currently available for auction or has recently been sold.
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Yet another compelling reason to divest—and quickly before the market changes — is the significant
premiums 1o book value that buyers have been willing to pay, particularly in the Northeast. In this region,
initial concerns that prices wonld come in below book value have largely dissipated with the results of the
first and second waves of auction activity having been so favorable.

Aside from external pressures to exit the generation business, internal motivations come into play as
companies make strategic decisions that reflect both their understanding of market conditions and ability
to capitalize on perceived strengths and resources. There are a number of conditions that influence this
choice, including the supply and demand outlook in a specific service territory, the market cost of electric-
ity, the pace of industry restructuring, labor costs and composition of its workforce. Further, utilities need
to decide if divested assets are required elements for the utilities’ growth strategy. In many instances, the
decision to divest generation assets is a de facto indication that the regulated utility’s future business will
be focused on the delivery of energy, and that the ownership risks of generation are not commensurate
with the rewards available.

While many states have required divestiture of generating assets in their restructuring legislation,
Moody’s expects that most utilities will not fully exit the generation business. Over the near term for
example, companies with nuclear assets will retain this portion of their generating portfolio, at least until a
more robust market for these assets develops. In addition, few restructuring schemes have required
divestiture of such assets.

ASSET SALES ATTRACT NEW PLAYERS

For every seller there must be a buyer, which means that for every company that wishes to exit the generat-
ing business, there is another company with the opposite strategy of expanding its presence in that segment
even given the attendant risks. Companies in the Northeast are tending to lean in one strategic direction —
exit the generation business to the fullest extent possible, and focus on the distribution and wires business.
Other companies in the U.S., like PG&E Corporation and Edison International in California, are simmlta-
neously divesting their formerly regulated generation assets, while acquiring generation assets in the
Northeast as a means to stay invested in the generating business on the non-regulated side.

Almost all asset sales to date have been to other investor-owned entities, a rend Moody’s expects to
continue. One notable exception, however, is the sale by the former LILCO of all of its assets except its
wholly-owned generating units and gas assets to a municipal entity.

All sales have not, however, been to existing players. As regulated utilities begin to exit the generation
side of their business, new, outside players have entered this market. These new entrants believe that they
can be the higher-value owners of generating assets, especiaily in a competitive market.

Independent power producers (IPPs), though not the only interested parties, have shown the greatest
interest in acquiring generation assets. [PPs with some type of IOU affiliation have been the most
successful bidders to date.

In some of the larger, more recent acquisitions or announcements in which assets have been putup for
sale, the buyer was a geographical cutsider: USGen acquired NEES’s assets; FPL Group agreed to buy
Central Maine Power’s assets, Sithe Energies obtained Boston Edison’s non-nuclear assets, and Edison
International has agreed to acquire GPU/Energy East’s mammoth Homer City generadon plant. All
prices offered were well above the book value for these assets, although the actual value of these assets will
hinge on the future market price of generation.

Asset valuation is not limited to the quality of the generating asset. In fact, sometimes the real value to
a buyer may be the site, and not the plant, because of the expansion opportunities. The value is also deter-
mined by assessing the contracts and obligations the buyer assumes and can not always be analyzed from a
$/MW or book value multiple. Specifically, items such as environmental liabilities, fuel contracts, power
sales contracts, and standard offer obligations influence the profitability of a plant. Production costs, regu-
latory environment, competitive position, and overall market attractiveness are also influential in arriving
at an acquisition price.

USE OF PROCEEDS KEY CREDIT FACTOR FOR SELLER

While Moody’s generally views the sale of generation assets positively, the manner in which the proceeds
from these transactions are used could, in some cases, have negative implications for credit quality.
Options for the use of proceeds range from reducing outstanding debt, which has the most positive credit
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implications, to buying cut purchase power contracts, fanding internal capital requirements and promised
decreased electric rates, investing in core competencies and strategic initiatives, and to repurchasing stock
or sending a special dividend up to shareholders. Used to extreme, the latter two alternatives may have 2
negative impact on the corpany’s credit quality.

The Californian legislation stipulated that proceeds from generation divestiture or stranded cost secu-
ritization could be employed in any manner the utility deemed appropriate, as long as the utilities main-
tain a capital structure no worse than before legisladon was enacted. This restriction was actrually a credit
positive, insofar as it effectively mandated that the utilities in that state maintain their strong capital base.
Niagara Mohawk’s commitment to use a significant amount of the proceeds from their auction to repay
debt was similarly viewed as a credit positive.

It is becoming increasingly evident, however, that utilities without specific restrictions on the use of
proceeds do not necessarily plan to use funds to pay down debt on a pro-rata basis to the way the asset was
financed. Many have chosen not to commit to a specific use for the funds.

As companies determine their future lines of business - from a pure transmission and distribution compa-
ny, to a pure generating company or independent power producer, to a diversified energy services compa-
ny — their overall credit quality will change in concert to reflect 2 new balance of financial and operating
risks. Therefore, even though the industry average credit rating is likely to strengthen over the next few
years, deviation from the average is also likely to increase as 2 reflection of the industry’s new diversity.

"“ONE-NOTCH"” RULE NO LONGER APPROPRIATE TO HOLDING COMPANIES

We believe that the common practice of rating an electric utility holding company just one refined rating
category {or “notch”) lower than the unsecured rating of the core utility is becoming less and less appro-
priate due to growing complexity in the corporate structure of these companies.

Over the past decade, investor-owned utilities have set up holding companies to expand investment in
non-regulated businesses. These investments range from service businesses to telephone companies to for-
eign utlities to mergers with natural gas companies as part of the convergence of these two energy sectors.

Many udlity holding companies have financed substantial portions of these non-regulated investments
with debt. While this type of debt has grown, the size of the dividend stream from the primary operating
company (the utility) has not, and in fact may be shrinking. The addition of debt to finance non-regulated
businesses at either the holding company, affiliates, or elsewhere within the corporation increases risk
within the consolidated credit profile.

Structural subordination is one of the basic considerations in rating complex corporate structures.
Risks to investors at a shell holding company (which owns just financial assets, usually stock) are different
from those faced by investors at its operating company subsidiaries. Holding company debt is serviced
almost exclusively by dividends from operating companies. Because dividends are paid after operating
company debt service, holding company bondholders and lenders are “structurally subordinated” to
operating company bondholders and lenders.

Moody’s reflects this legally weaker position by rating holding company debt at least one notch lower
than unsecured debt (that is two notches off the senior secured debt) of the utility.

Today, the appearance of numerous new subsidiaries, concurrent with heightened risk from non-
regulated businesses, complicates the holding company credit profile. And it complicates credit analysis
with regard to the udlity operating company. It is now rare that a utility can be analyzed based upon its
own credit fundamentals alone.

From a credit perspective, the rating assigned to a holding company must reflect the consolidated risk

of the corporation, which in all likelihood will continue to lead to a wider rating differential between
members of the same corporate family than has been seen in the past.

STABLE CASH FLOWS, LOWER BUSINESS RiSK DISTINGUISH TRANSMISSION AND DISTRIBUTION

The electric utilities that divest their generating assets will substantially reduce their business risk, as well
as strengthen their balance sheets and increase free cash flow. All other fundamental factors being equal,
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as metering and customer billing. Marketing will contnue to be an important function in a customer-
oriented market. As a result, gathering and storing data on customer preferences and purchasing patterns
will provide an extremely valuable marketing tool in the newly competitive landscape.

Contrary to pure wires companies, aggregators that contract for energy purchases or are invojved in the
energy trading and sales business will be exposed to highly volatile market prices. As a result, the aggrega-
tors will likely exhibit thin margins and uncertain cash flows due to fluctuating market prices in different
regions of the U. 5., stemming from seasonal energy demand and the availability of capacity resources.

Core competencies necessary for success as an aggregator are: current information on the operating
performance of regional generating assets and the market prices these facilities can command during dif-
ferent time and seasonal intervals; marketing sophistication; derivatives expertise to manage price risks;
and technical knowledge in maximizing utilization of regional transmission grids, despite certain con-
straints, during peak and off-peak periods.

CASH FLOW VOLATILITY IS GREATEST CHALLENGE TO GENERATING COMPANIES

In a competitive world, generating companies will face and be held responsible for weather risks, manage-
ment mistakes, customer demands, environmental liabilities, capital rationing, over-capacity, under-capac-
ity, and technological obsolescence. Fach of these risks will affect the cash flow of the company as it strug-
gles to deal with new challenges. Furthermore, as electricity prices are deregulated, the wholesale cus-
tomer will see volatility in prices as experienced in other industrial commodity businesses like basic chemi-
cals, metals and petroleum markets. Moody’s view is that electricity prices will broadly track economic
activity in the US in general, but vary regionally as generating companies seek to maximize profits by tak-
ing advantage of local market dynamics. This segmentation of the national market portends periods of
high volatility in pricing on a regional basis. In addition, classic cyclical industry over-and-under supply
conditions are bound to prevail from tme to time, adding to price voladlity. In the long tetm, generanng
companies will need flexible cost and capital structures which allow them to respond to a changing market
in order to maintain a steady cash flow stream in a competitive environment.

Cash flow volatility for a generating company can be described by its extremes. The most predictable
cash flow is derived from a fixed price, fixed volume contract which is traditionally found in single asset
financings. Most contracts of this type contain provisions that require a unit to be “available” in order to
qualify for its fixed price to be paid. Current achievements in availability factors which allow for 90%
availability in most cases and higher than 95% in some, provide for excellent predictability of cash flow.
Assuming continued operating excellence, the power generation assets with contracted revenues provide
dependable cash flows which allow for greater creditor confidence at higher debt levels.

In contrast, the least predictable cash flow for a generating company is that of a merchant plant - a
plant selling into a competitive market without the benefit of a contract. Merchant plant cash flows are
directly affected by price movements and changes in demand and offer the greatest challenge to investors
in generating companies. In order to mitigate some of the price risk of merchant activities, generadng
companies sometimes undertake a partial contract — that is a contract for fixed volumes at a market price,
or variable volumes at a fixed price.

Cash flow volatility can also be mitigated by participating in power trading markets through derivative
products such as swaps and options. As volumes grow in the power marketing arena companies will be able
to forego contracts in favor of a derivative product which offers the same cash flow characteristics. While
growth in this market may be slowed by the events of June, 1998, the market is likely to become healthier
as the number of market participants decreases and the credit quality of those participants increases.

ASSET PURCHASE PRICES INFLUENCE CASH FLOW

However a generating company acquires its assets — whether they are contributed by a utility into a wholly
owned generating subsidiary, spun off into a stand-alone generating company, acguired through public
auction, or via a private transaction — the purchase price paid for the asset will be a major cash flow deter-
minant, with bargain price equating to a higher cash flow and a competitive advantage. In the regulated
world where acquisition prices would be largely recovered from rate payers, prices were not scrutinized to
the degree that they are currently now that buyers can ill afford to ignore things like transmission paths,
load pockets, and siting issues.
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PORTFOLIO DIVERSIFICATION REDUCES CASH FLOW VOLATILITY

The single most effective mitigant for increased price volatility is increased earnings power created
through a large and diversified portfolio of generation projects. Such earnings potential will not, however,
be easily achieved. Diversification helps dampen the damaging effect of price volatility suffered by any one
plant. However, the ability to add high quality assets to 2 company’s portfolio requires a high degree of
financial flexibility and discipline through which management exercises the will to reject transactions that
offer unacceptable risk-adjusted rates of return. Such hurdles make it difficult for a small, struggling gen-
erating company to add assets to its portfolio in order to improve its cash flow position.

Whether operating in the merchant or contract market, the benefits associated with portfolio diversifi-
cation are an important cash flow determinant. Financing structures which spread risk across a number of
markets, long term contracts with financially sound customers, and efficient or innovative generating tech-
nologies will, from a cash flow standpoint, be powerful. For example, investment-grade rated generating
companies such as National Power plc (rated A2 senior unsecured) and PowerGen plc (Aa3 senior unse-
cured) in the United Kingdom, and Endesa (Baal senior unsecured) and Chilgener S.A. (Baal senior unse-
cured} in Chile are active in open markets, have competitive cost structures, contracts that are structured
prudently to protect against non-operating risks, and conservatively financed investments in various over-
seas infrastructure projects. This combination of factors supports good to high levels of financial flexibility.

YOUNG AND DIVERSE ESCO UNIVERSE REQUIRES "BOTTOM-UP" ANALYSIS

The term “ESCO” may have a different meaning from one person to the next. ‘That is because the term
functions as a catch-all for any company involved in energy-related services outside of the ownership of
assets through which electrons flow. In other words, an ESCO is not a generation, transmission, or
distribution company. ESCOs would include companies engaged in energy-related equipment leasing;
plant or project management, energy efficiency auditing, metering, billing, or any number of other
services to other electric companies or their customers.

ESCOs are presently highly fragmented, small, privately-owned businesses. However, the size and
visibility of ESCOs are likely to grow over the next decade in response to the need for new products and
the rewards for providing them that competitive markets promise. Investrnent in energy service companies
continues to grow, attracted by new profit potential from lack of regulation. Several firms are pursuing
aggregation of small ESCOs in similar business lines to achieve national economies of scale (in a strategic
thrust called 2 “roli-up”).

As ESCOs lack a peer group for direct comparison, Moody’s will rate them “from the bottom up”
through detailed fundamental analysis. Cross-comparisons that are normally valuable analytic tools where
a peer group exists would likely be inappropriate and misleading with ESCOs as their quantitative
measures, such as operating margins, interest coverage, and leverage, can vary widely based on the size
and the type of investment required by the sector in which they specialize.

Examples of types of ESCO investments demonstrate the diversity of these companies.

* DTE Energy is pursuing a non-regulated strategy that draws on its core competencies in fuel
management developed in the regulated arena. Through subsidiaries, it processes coal into coke for
the steel industry, invests in regional rail transportation, markets mid-stream coal in the northern
US, and invests in regional generation assets that allow D'TE to capitalize on related synergies.

* “One Bill” strategies of slightly different scope are being pursued by KIN Energy and Washington
Water Power. A KN Energy venture simplifies customer billing by aggregating billing for multiple
utility services (electric, gas, cable, telephone, internet, and security) into one bill. WWP’s Avista
Advantage Customer Internet Site integrates reporting of real time energy usage for its national
customers with proprietary technology that analyzes the data for energy savings opportunities while
also consolidating utility bills.

* FirstEnergy is accumulating a nationwide network of energy service companies specialized in high
volume energy management for commercial and industrial customers through acquisition of small,
privately held, regionally based companies. This network will advise its clients on energy cost
reduction in high volume air conditioning, heating, lighting, and other forms of energy
consumption; provide equipment; and service the equipment over its lifetime.
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PRICE SHOCKS HIGHLIGHT RISKS IN POWER MARKETING

Perhaps the highest risk segment of the electric utility industry is power marketing, which just this past
summer experienced a “forced” correction to previously exponential sales growth. Still, Moody’s expects
that unregulated energy trading will continue to grow, even though the risks inherent in power trading
will not disappear. Those who choose to stay in the business will strengthen their risk management
practices as needed, and those who do not choose to devote the resources necessary for success in trading
will exit it. Moody’s also believes consolidation to achieve economies of scale will be an integral part of the
restructuring of this industry.

Certainly not all of the more than 400 approved power marketers actively trade, but many more were
active than were prepared to manage the substantial risks involved when in June 1998 electricity prices in
the Midwest skyrocketed to $7,000 per megawatt-hour. (This translates into $7 per kilowatt-hour for
those who prefer comparison with the residential price, which averaged around nine cents per kilowatt-
hour in 1997.) FirstEnergy, PacifiCorp, Illinova, and Wisconsin Electric among others announced trading
losses during the second quarter. However, some firms announced trading gains, having either anticipated
market developments, moved swiftly and deftly, or were blessed with excess capacty at a time when
capacity was at a premium.

The confluence of many factors - some certain, some of moderate probability, and a few totally
unexpected — created the unusual price movement.

* Several large plants were out of service, reducing regional capadity.
* Two other plants were knocked out of service by storms, further reducing capacity.

® A heat wave spread across an enormous region, preventing the usual sharing of capacity among
regions to deal with normal heat waves.

* One power marketer credit failure (Federal Energy Sales) led to another (Power Company of
America), cansing credit concerns within the market. Firms reduced their trading to only those
counterparties willing to put up sufficient formal protections or up-front payments, reducing liquidity.

® Failures to deliver resulted in purchasers being forced to cover positions with spot market priced
power, aggravating the price spikes.

¢ Some inexperienced trading firms panicked and bought power to cover future potential settlements
while prices remained elevated.

Many utilities have asked the Federal Energy Regulatory Commission (FERC), which licenses power
marketers to trade at market-based rates, to set financial parameters as part of licensing criteria. Certainly
protections are necessary for the small and unsophisticated purchasers, such as residental and small
commercial customers. But Moody’s is concerned that if FERC were to appear to add financial strength
criteria to its requirements, many larger market participants, including trading firms, may in effect rely
upon the FERC to do their counterparty risk management, thereby neglectmg this kcy risk management
rask. Such a request may be indicative of an industry with an inherited culture of regulatory protection.
Few other corporadons engaged in competitive markets expect or desire a regulatory body to manage
their supplier risks.

In order for investors to understand the risks that can develop with regard to counterparty transac-
tions— which we highlighted in our December 1997 Special Comment on the power marketing segment
— one first needs to know that every contract entered into has an offsetting contract to eliminate risk.
Otherwise the trading firm would be carrying an open exposure to market price fluctnations. However, if
Counterparty B fails to deliver contracted power to Trading Firm A, the nominal amount of the contract
may not be the only loss. Even though Trading Finm A could justifiably not perform on subsequent con-
tracts with that counterparty, the trading firm would still have to cover the exposure gaps created by can-
cellation of these remaining contracts.

If the market moves substantially against those exposure gaps, the trading firm may be forced to cover
the exposures at 2 substantial loss. This is what occurred for several parties exposed to contracts with both
Federal Energy Sales and Power Company of America in June. And it is a type of risk that if poorly man-
aged, could still create large losses, even for firms which claim to be limiting their risk exposures and trade
“just for customers”.
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Power marketers also have minimal hard assets. In bankruptcy they could repudiate all contracts which
entail losses (as they are legally executory contracts) and keep those with gains, leaving those who file
claims against the bankrupt firm battling over limited proceeds.

Among the other credit risks highlighted in the power marketer failures of June is that of relying upon
name alone, with its associated perception of creditworthiness. As we caudoned last December, when
trading becomes difficuit, only strong and reliable credit supports can be counted on to protect against
counterparty risks. The Power Company of America, which ranked 21st in power marketer sales in 1997,
was affiliated with both Barr Devlin Associates, its general partner which is one of the top investment
banking firms to the electric energy sector, and with two GE affiliates as limited parmers.

Stll, Moody's views the market’s reactions to the events of June as healthy for the energy trading
business. Many firms are now reevaluating their power marketing operations. LG&E Energy, among the
top ten power marketing firms in each of the past three years, announced that it was exiting the power
marketing arena due to the demands on capital required by energy trading and booked a $225 million
second quarter 1998 loss related to power trades and to a reserve to close out contracts.

Others firms have strengthened their counterparty risk management practices. Tools to manage this
risk include examination of financials for capital adequacy, insistence on guarantees from a more
creditworthy parent or letters of credit, or provision of forms of collateral. Prepayment became an
emergency credit protection in the days immediately following the first trade failures.

In the end, we still view this growing sector as an essential component of the developing, less -
regulated energy market despite its high risks and low profits. Trading provides access to liquidity and the
creativity to structure contracts closely tailored to specific customer requirements.

Moody’s believes that success in power marketing is possible for those firms with both market savvy
and sophisticated, effective risk management. However, both these skill bases carry high price tags.
Therefore, capital is a primary requirement for any firm that chooses active involvement.

The following chart reflects general elements of risk and return present in various business
components and management strategies. It is intended for illustrative purposes only rather than Moody’s
specific view of the risk and return relationship.

Business Component Risk and Return
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Next to business line differentials, the strength and vision of management is perhaps the most important
issue in determining each company’s place within the credit quality distribution. Because the utility indus-
try is experiencing unprecedented change, the quality and depth of management has grown in importance,
to become the central qualitative factor which we assess in order to assign forward looking bond ratings.
We develop our view of this intangible factor through frequent and often indepth contact with senior
management in both their offices and ours.

We have observed that management teams are changing to meet evolving risk profiles. A management
team which undertakes to operate a regulated distribution business will likely exhibit strengths vastly dif-
ferent from one managing a portfolio of competitive generating assets. As the strengths of the manage-
ment teams diverge, so will bond ratings.

As the need for diverse talents becomes clear, companies recruit experienced executives from competi-
tive industries, such as the financial, telecommunications, gas, and industrial sectors to bring new talents
and fresh ideas in the early stages of reform, as well as to lead and shape the discrete business segments
they have divested or reorganized.

FORMULATING STRATEGIES FOR COMPETITION, GROWTH, AND CHANGE

How does Moody’s view management? When Moody’s analyzes management and the corporate strategies
it formulates for competition, growth and financial improvement, we look for original thinking, problem
solving skills, and leadership qualities that can guide the culture change that is critical to any organization
experiencing dramatic shifts in business profiles and risk parameters.

The actions of the company are evaluated in the context of the utility’s corporate strategy as defined

senior management. Do the actions mirror what senior management has indicated to the company’s
stakeholders? Is strategic direction adding risk to the corporate profile, or shifting it? Does management
recognize the obstacles it faces in pursuing its strategy and give proper weight to mitigants?

Moody’s also looks for innovation. An important rating criterion is whether senior management has
the flexibility to make changes to its strategy to respond to changes in its business environment. Are
actions reactive or ahead of the curve? For example, although many states have yet to pass retail choice
legislation or mandate the divestiture of generating assets, the more sophisticated companies have func-
vonally disaggregated their businesses. In fact, some investor-owned utilities have required the discrete
business segments (such as generadon, transmission and disutbution, energy services, power marketing,
and non-regulated investments) to operate separately and be responsible for meeting their own strategic
objectives and profitability goals. Others are divesting themselves entirely of one or more of these business
lines to concentrate in, for instance, either ransmission and distribution, or generation. In contrast, some
continue to grapple with the appropriate direction for their organization.

In measuring a company’s responsiveness to a changing business climate, Moody’s considers the fol-
lowing actions to be important and perhaps even necessary under particular circumstances: cost reduc-
tions; common stock dividend adjustments; common stock buybacks and debt repayments; customer rate
decreases; and new programs for attracting and retaining customers.

Most well-managed electric utilities have already implemented cost-cutting initiatives, including: rene-
gotiating or buying out expensive power purchase contracts, retiring uneconomic or non-performing
nuclear generating facilities, replacing steam generators for highly efficient nuclear plants o prolong their
usefulness, outsourcing of certain operating functions, upgrading computer systems, replacing existing
billing and metering systems, and other programs geared toward greater operating efficiency. They have
also worked with regulators to become more competitive and/or to implement transition plans even in
regions where deregulation is progressing slowly. A demonstrated commitment to reducing potential
stranded costs is a critical management strength.

What management does with free cash flow and heightened liquidity from cost reductions is 2 critical
factor. Choices range from reduction of potential stranded costs, which we view as a positive for all stake-
holders, to stock repurchase programs and investment in non-regulated businesses in the U.S. and over-
seas, both of which we view with caution. Stock repurchase programs offer an alternative means to
increase a company’s equity returns, while investment in unregulated businesses offers potential growth
opportunities. Bondholders do not benefit from either of these alternatives, and could suffer a diminution
of cash flow strength to service debt or equity cushion to guard against unforeseen events.
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GROWTH OUTSIDE CORE PRESENTS RISKS TO BONDHOLDERS

We are particularly concerned about management strategy in pursuing non-core or untraditional busi-
ness actvities both in the U.S. and abroad as a means of achieving growth. An unbalanced focus on
non-U.S. investment may prevent management from devoting sufficient amounts of time and energy
to improve the company’s competitive position at home and to prepare the company for heightened
competition in the U.S.

In addition, we are cautions about the level of risk adjusted returns a company is willing to accept in
non-U.S. locations. Bondholders do not reap the benefits of higher earnings and returns stemming from a
parent or holding company’s foreign investments but can suffer from the pressure placed on a company’s
cash flow as a result of additional debt taken on to finance new investments. Non-U.S. investnents are
financed largely with debt instruments and, as 2 result, any earnings and cash flow from foreign operations
will likely be used to service the acquisition debt or to pay shareholders in liew of strengthening the equity
cushion. Moreover, when ambitious growth in non-regulated energy investments increases a utility’s debt
leverage, and introduces a greater level of business risk for the company, credit quality is weakened.

However, not all domestic electric ntilities are venturing abroad seeking investment opportunities to
expand and enhance earnings and returns. For one thing, some companies simply lack the financial
resources due to their smaller capital base. Secondly, these companies are much involved in reshaping
their individual state reform initiatives, while preparing themselves for open competition in home
markets. Finally, some companies are already immersed with their own mergers with or acquisitions of
neighboring ualities.

INDEPENDENT POWER PRODUCERS TAKE ON RISK INTERNATIONALLY

A significant portion of the independent power producer universe, both non-regulated subsidiaries and
independent companies, have chosen a strategy of international diversification. Additionally, in order
to help diversify risk, several have chosen to branch out into electric distribution and transportation
rather than stay strictly in generation.

Strategies employing international investments can increase the risk profile of an issuer because the
assets, brown or green-field, tend to be in riskier markets in order to generate a higher rate of return
to the parent. Such a strategy is important to stockholders, as it increases the opportunities for
increased net cash flow at the parent level, driving up the value of the company. From a bondholder’s
perspective, however, cash flow derived from less creditworthy geographic areas of the world tends to
be less predictable.

By way of example, the recent change in outlook on AES Corporation’s Baa3 rating to negative
was prompted by the downgrading of the Brazilian country ceiling for foreign currency bonds and
notes to B2. Since AES derives a significant portion of its cash from investments in Brazil, the quality
of the cash flows from Brazil to AES Corporation has been eroded as the creditworthiness of Brazil
has deteriorated. Furthermore, AES’ Brazilian assets are subject to a heightened level of refinancing
risk as Brazil’s lower credit quality drives investors out of the market.

The event risk of doing business in emerging markets keeps constant pressure on ratings of compa-
nies like AES Corporation (senior unsecured rating Baa3), CalEnergy Corporation (senior unsecured
Bal) and CMS Corporation (senior unsecured Ba3). Other companies employing a global strategy are
Edison International (commercial paper rated P-1) through its subsidiary Edison Mission Energy
(senior unsecured A3}, EDF (Aaa), Endesa Spain (senior unsecured Aa2), Intergen (not rated),
National Power, plc (senior unsecured rated A2), PowerGen (senior unsecured rated Aa3), Sithe
Energy (not rated), Southern Company (commercial paper rated P-1), and Tractebel (not rated).
Continued economic and currency crisis conditions in the emerging markets will put further pressure
on those most heavily exposed.

The method of financing international acquisitions or developing projects on a global basis has
credit ramifications from two distinct fronts. Such investments are often financed in discreet sub-
sidiaries. Debt is incurred at the subsidiary level as well as at the parent level. Lenders to the sub-
sidiary commonly impose restrictions on dividends to the parent company, and can require all or a
portion of excess cash flow to be used to repay debt at the subsidiary level. In effect, lenders to the
subsidiary can restrict access by the parent to cash flow from the very operations it has invested in
order to increase earnings and cash flow.
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Understanding the covenant package in these types of structures can be a critical element in assess-
ing the likelihood of timely repayment of obligations of the parent company. Examining financial
statemnents may not reveal a probiem immediately, because GAAP reporting requires earnings to be
reported on a consolidated basis if the parent’s ownership in an asset is the majority. On a consolidat-
ed basis, the investnent may appear to be healthy. But in fact cash is being trapped at the asset level
and the parent has no real access to the cash returns they anticipated from their investment.

Another issue is one of cash flow repatriation and taxation. Consolidated financial statements mask
these risks, too. The cost of repatriating dividends from a profitable investment back to the ultimate
parent can be very expensive if the tax treaties do not work in the owner’s favor. Where borrowers and
intermediate holding companies are domiciled are an important part of understanding the creditwor-
thiness of a parent company.

Investment in non-US assets carries with it multiple risks to bondholders without the reward share-
holders will receive from a successful venture. It is for this reason that Moody’s regards global invest-
ment with caution. Companies heavily involved in such activity will continue to experience pressure on
their ratings because of the difficulties that could arise in accessing cash flow when it is needed.
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Moody’s believes that the North American electric energy sector will be technologically ready for the
“Year 20007, the date January 1, 2000 (or Y2K}. That is not to say that some minor glitches will not arise.
But we believe that the power will not go out.

This belief is gronnded on two assumptions. First, above and beyond all corporations’ well-grounded
concerns about legal liability, this industry is of such strategic importance that it is therefore subject to
detailed oversight from regulators and politicians. As one Congressman put it during hearings on the sub-
ject, “without electricity [on January 1, 2000], everything else is moot”. Major industrial firms have also
attempted to assess their utilities’ Y2K preparedness s the utilities are key suppliers.

Second, the sector’s restructuring has not yet diminished its traditional focus on reliability. While
the new (and still relatively small) independent power producers may still view reliability as a
competitive issue, causing them to be less amenable to cooperation, the traditional IOUs still largely
manage the grid. So they and their industry organizations have largely relied on their cuiture of
cooperation to solve this huge issue.

A broad sampling of cost estimates to prepare systems for Y2K range from $1-$10 million for small
utilities to nearly $100 million for the largest. Yet these estimates can exagperate the purely Y2K costs.
Regulation penalized udlities for investing in available technology in the past, and some systems cur-
rently in use are as much as 25 years old. So utility managements preparing for competition have been
actively using the good cash flow on the tail of completed construction cycles to upgrade or replace
systems as opposed to recoding them, with the radonale that no regulator will fault them for spending
on Y2K compliance.

Moody’s views Y2K expenditures at US utilities as manageable and just one more challenge facing this
industry, which is already reeling from the challenges of deregulation. Fortunately, here at the turn of the
century the utilities generally have low capital spending requirements and minimal external financing
needs. Therefore, strong cash flow and management of dividend and corporate finance policies have pro-
vided the financial flexibility to absorb the Y2K costs. Accounting for these costs varies, although the SEC

requires expensing purely Y2K expenditures.
Moody’s also sees minimal regulatory risk from preparation for the Year 2000. Few utilities are filing

base rate cases, so the expenditures are not likely to attract additional regulatory scrutiny. Regulators are
also highly unlikely to disallow this needed expenditure.

IOUs view the management of the grid and the generating and disaibution systems as their #1 Y2K
concem, closely followed by the customer billing systems. Computer coding within applications is the pri-
mary concern for billing, customer service, and other administrative systems. Harder to address because
they are harder to find are the chips embedded in computer hardware at operating power plants and in
transmission and distribution systerns.
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Utilities generally have pursued similar approaches in assessing, correcting, and testing for Y2K
readiness across their corporations, having prioritized each facet into critical, important, and less critical
categories (the latter including, for example, the copying machines or cell phones). These processes were
generally in full swing by 1997. The majority will complete critical testing by July 1999.

All utilities will not certfy the readiness of their suppliers due to the legal Lability that entails and the
lack of knowledge about and control over their suppliers’ systems and Y2K plans. All are making
substantial efforts to gain at least a high level of comfort that suppliers are preparing for the date by two or
even three detailed, formal surveys of supplier initiatives. Some are even insisting on testing the critical
suppliers’ systems themselves.

Support from industry organizations helps this sector to compensate for the shortage of talent to
address this issue. Edison Electric Institute, the trade assoctation for IOUs, provides a focal point for
resources and information. Power pools, such as those in New England, California, Texas, and in several
other regions have also been effective staging grounds for Y2K preparation. The North American Electric
Reliability Council is also pursning major initiatives to ensure the grid’s Y2K preparedness.

The Nuclear Regulatory Commission requires its plant operators to certify by August 1998 that they
have pians in place to meet the Y2K challenges and to certify their plants’ readiness by July 1, 1999. The
NRC notes that safety is not a concern as safety-related systems do not rely on date-driven databases. A
plan called Nuclear Uhility Year 2000 Readiness, developed by the Nuclear Energy Institute and the Nuclear
Utilities Software Management Group, draws on best practices from around the nation to provide
guidelines on procedures, assessments, remediation, testing, and validadon for nuclear power plants.

The Clinton administration has proposed legislation to encourage information-sharing, which has
become more difficult with legal Liability concerns and with new competitive pressures in those regions
currently restructuring their electric sectors. Passage may take some time, but this type of legislation can
only be helpful to the udlities given particularly the legal liability concerns they all feel.
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Comprehensive

State Restructuring Initiatives
Category A = Restructuring legislation passed, including authorization for securitization.
Category B = Restructuring legislation passed, without authorization for securitization.
Category G = No speific restructuring legislation, yet substantial progresss due to regulatory initlatives.

legislation PUC approved plans of Choice for all retail 10% for residential and Yes, some I0Us have already
passed 9/96, state’s 3 major [0Us. customers began 3/1/98 commerclal customers. sold certain generation assets. Yes Yes
Permitted, but fimited
to recavery of
Comprehensive Not required but necessary generation-relsted
legistation Both Ul and CLAP will Retall choice phase-in | Standard offer rate reductlons for support of stranded regulatory assets and
slgned 4/98. have flled plans by Oct, 1. between 1/00 and 7/00. of 10% from 12/96 levals. cost recovery efforts, Yes PP contracts.
ICC spproved CWE's request Varles by company
Comprehensive to issue securitization depending on existing Not required but CWE
legislation bonds: IP's request still Full retail access to be rates. Reductions wAll divesting certaln
passed 12/97. pending before ICC. phased in by 5(1/02. range from 5%-20%. generation assets, Yes Yes
Most IDUs have filed
and recelved approvals for
Comprehensive restructuring plans; Full chaice for all 10% for standard offer; Not required but necessary
lagistation WMECQ's plan is customers began additlonal 5% for support of stranded
signed 1/97, currantly under review. on 3/1/98. on 8/1/99. cost recovery efforts, Yes Yas
PSC Issued interlm orders
aHowing Montana Power
& PacifiCorp to proceed with
Comprehensive plans. Finat orders pending. Not required but Montana
legisiation MDU Resources can defer Ful retail access to be Datermined by PSC at Power Is divesting its
passed 5/97. compliance with legistation, phased in by 7/1/02. fater date. generation assets. Yes Yes
Each of state's jQUs flled pfans Choice for two-thirds
Comprehensive with PUC; all ordars appealed; of customers to be Not required but GPU system
legislation delay In Implementing retail phased in starting 1/99; To be determined by and Duguesne have proposed
passed 12/96. thoice possible, but unlikely. other ona-third 1/00. PUC for each IOV, generation asset divestiture. Yes Yas
Mandatory to spin-off
PUC approved divestiture or selt 16% of generating
Comprehensive plans for all state’s IOUs Standard offer at & assets. Narragansett Electric
lagislation during 1987. Standard Full compeltion discount from praviously sold 100%: others trylng
signed In 18096. offer prices approved 5/98. effective 1/1/98. bundled rates, 0 do same as well, Yes Yes
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PUC to declde rate design,

State Restructuring Initiatives
Category A = Restructuring legislation passed, including authorization for securltization,
Category B = Restructuring legislation passed, without authorlzation for securitization.
Category C = No specific restructuring leglisiation, yet substantial progresss due to regulatory initiatives.

Comprebensive revenue requirement and Full cholce for all
legislation signed stranded cost proceedings custormers by
an 697, For utilities. March 1, 2000. To be determined by PUC. Divestiture required by 3/1/00, Yes Not Yet,
Full choice for all
Comprehensive by 12/31/99 unless Not required but Sierra Paciflc To be
legislation Plahs to be filad by P5SC decides to snd Nevada Power plan to determined
passed 7/87. the state's IOUs by 2/99. delay Implemnentation, To be determined divest generation assets. by PSC. Not Yet.
PSNH's restructuring plan
is being held up by a SB 341 delayed
Comprehensive lawsuit filed by the compatitlon indefinitaly
legislation signed company; Granite recelved beyond original start Subyect to court rulings Subjsct to court rulings
an 6/96, approval of Its ptan. date of 1998. or negotiated settlement. or negatiated setilement. Yes Not ‘Yet.
OCC win
determine
Comprehensive amount to be
legislation passed { IOU plans that may be approved recovered via
4/87 and some by the OCC would stifl require | Leglstation calls for retail Rates capped at current transition
revisions in 6/98. legislative approval. choice for alt by 7/1/02. levels during transitlon, Not required. charge, Not Yet.
Legislation:
implermenting No spetifics,
framework for but just and
retgll competition. reasonable
Details te follow The legistation calls To be handled on & stranded
In subsequent Each of tha state's IDUs for retall access to be case-by-case basls for costs shall be
lagistation, taking their own approach. phased in 1/1/02-1/3/04. the state's |OUs. Not required. recoverable, Not yet.
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State Restructuring initiatives

Category A = Restructuring legislation passed, Including authorization for securitization.
Category B = Restructuring lagislation passed, without authorization for securitization.
Category C = No specifle restructuring legisfation, yet substantlal progresss due to regulatory inltiatives.

Restructuring Rufes adopted
by ACL in 1996 Iater

Retail access phase in

None that is lagally amended in 8/98. Both beagins on 1/1/89; 10Us have options;
binding to the of state’s IOUs have filings completed by 1/1/01, Individual rate freeze/ Tuscon plans to
. stata’s [OUs, pending with ACC. Retai choice phase in reduction plans in place, divest; APS does not. Yes Not Yet.
: Starts in 1998 for Indlvidual plans all require
; PSC has approved restructuring all utilities, but divestiture except RG&E's as Although bills
i plans fo Con Ed; RGAE: O&R; different start dates a mitlgant for gaining have been proposed,
! None NYSEG: CHGE: and NIMO. for each IGU. Differs for each 10U, strandad cost recovery. Yes not yat.
included as
Generic competition transition part of 3 of 4
plan adopted by PSC on 12/97. rastructuring
Each of the state’s 4 major IOUs Retall competition Price cap approach plans filed Not yet, but
have flled their own phased in over suggested: rate Not required but before the recommended
None restructuring plans. TH00-T02, reductions possible. may be consldared. PSC. by PSC.
. PSC has estabtished a Framawork calls
framework for restructuring for phase-in of
spelled out in several retail competition Mot yet, but
None different orders. over 1998-2001. To be determined. Not required. Yes considered a possibility.
BPU adopted the Energy Retail Cholce under
Master Fian in 4/97, All proposed legisiation
the state’s |0Us have filed would be phased Not yet, but
Legislation thelr restructuring plans in over four months wilf be considared
introduced 9/14/98; | with the BPU. Final orders beginning in the Ranging between 5%-10% Not required but GPU has as part of legislation
j pending adoption. are stilt pending. spring of 1999, In the near-tarm. indicated intentions to do so. Yes recently introduced.
i None yet, but PUCT approved settlements Legislation may use it to Depends on Depends on
g likely in 1999, with 3 utitities. None specifled yet. Ranging between 1%-9%, quantfy stranded costs, legistation, leglsiation.

{1] Each NY IOU was required to flle a separate restructuring plan.
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1997 Actual Data for the Electric Industry ($mil.)

Sr.
§ Debt Net Dividand EBIT/ FFO/ FFG  Def. Charges Total Debt  Prof. Stock  Equity
3 Rating+ Company Revsnue incame Payout, % interest Interast % Capax % Equity Capital % Capital % Capital % Capital
[
oy Aaa *Tennesses Valiey Authority 5,552,000 8,000 0.00 1.10 1.50 128.75 §1.03 30,900,000 8710 0.00 12.90
Q AVERAGE OF RATING GROUP 5,552,000 8,000 0.00 1.10 1.50 120.75 61.03 30,800,600 87.10 0.00 12.00
Aa2 AmerenCIPS 852,075 59,758 72.46 .70 268 53.46 14.62 1,285,199 49.21 6.23 44.57
Aa2 *Central Winols Light Company 546,854 46,151 85.55 318 8.00 205,88 6.91 690,648 2.9 9,46 47.63
Aa2 *Indianapclis Power & Light Company 776,427 130,642 71.67 418 6.50 313.97 16.65 1,406,167 43.55 081 55.84
o Aa2 *Kentucky Unilities Co. 716,437 83,457 82.46 3186 .21 177.61 9.89 1,232,267 47.07 3.25 49.69
5_ Aa2 *Louisville Gas & Electric Company 845,543 108,688 51.56 3.89 610 180.36 9,72 1,425,454 45.38 6,69 41.94
§ Aa2 *Madison Gas & Electric Company 264,648 22,523 91.96 310 6.13 254.52 15.52 344,346 41.46 0.00 52.54
Aaz *Southern indiana Gas & Electric Company 358,106 44,266 68,86 318 491 122.12 16.23 661,773 50.69 295 46.37
Aa2 *Southwestern Public Service Company 979,283 75,515 1143 215 3.00 103.95 26.35 1,508,565 50,08 8.26 431.69
Aa2 Tampa Electric Company 1,438,700 148,100 98.92 3.23 4.84 164.26 20.40 2,212,000 42,96 0.00 52.04
Aa2 Wisconsin Electrlc Power Company 1,789,602 69.412 307.86 1.60 401 132.97 2617 3,497,538 50.68 0.87 48.45
Aa2 *Wisconsin Power and Light Company 794,117 67,924 85.90 483 7.0 144.71 29.75 1,147,118 3.7 523 51.06
Aa2 *Wisconsin Publlc Service Corporation 690,478 61,631 90.57 346 5.95 223.04 17.18 841,440 39.59 6.08 54.33
AVERAGE OF RATING GROLIP 837.739 78,511 102.61 3.22 5.19 173,42 17.35 1,370,043 46.10 3.97 49.93
Apd AmerenUE 2,287,333 319,605 Bl 3.32 50 214.43 3315 4,438,230 4272 3.50 63,78
Aal Daytort Power & Light Company 1,254,400 171,100 69.26 4.16 448 27015 49.72 2,271,100 42.50 m 56.40
Aa3 Duke Energy Corporation 16,308,900 901.600 80.57 4,42 5.54 161.77 3533 15,312,800 44.26 6.51 49.24
Aa3 florida Power & Light Company 6,132,000 608,000 101.8 178 8.15 204.74 9.18 7,680,000 34,38 2.9 62.68
Aa3 flerida Power Corporation 2,448,400 134,400 143.16 212 5.18 126.65 42.56 3,727,700 51.68 0.80 47.42
Aal *Mssissippl Power Company 543,588 54,010 91.47 370 5.90 195.67 15.69 781,405 41.81 8.56 49.63
Aal Morthern States Power Company (Minnesota) -~ 2,733,746 226,249 91.81 2.56 5.25 167.25 19.82 5,076,715 45.39 7.88 46.73
Aald *Qklahoma Gas & Electric Company 1,161,690 118,709 9.3 313 539 248.06 11.06 1,617,580 44,32 3.05 52.63
Aa} *Otter Tall Power Company 394,279 29,988 80,93 352 4M 163.79 18.96 453,384 45.08 8.57 46.35
As3 *Southwestern Elecuric Power Comparty 939,863 92,254 100.45 m 53 184.22 11.03 1,421,830 40.55 9.89 49.56
AVERAGE OF RATING GROUP 3,423,421 265,612 93,19 3.38 549 202.67 24.62 4,278,074 43.28 5.28 51.44
Al Alabama Power Company 3,149 375,939 90.33 273 421 167.80 26.10 6,158,501 48,37 897 44.66
Al Baltimore Gas and Electric Company 3,307,600 254,100 94.14 278 4.04 196.44 18.03 6,747,300 53.01 4.45 42.54
Al *Black Hills Corporation 313,662 32,359 63.48 43 5.04 270.78 11.49 370,112 44.50 0.00 §5.50
Al Consolidated Edison Company of NY, inc. 7,121,254 694,479 71.09 3.12 464 188,30 27.59 10,966,388 43.03 2.90 54.08
Al Georgia Power Company 4,385,117 593,996 87.54 388 7.08 269.58 20.88 8,436,145 42.32 10.03 47.65
A *Guif Power Company 625,856 51610 112.14 338 5.80 238.43 16.68 879,729 45.16 6,10 48.73
Al Kenses City Power & Light Co. 895,943 72,111 142.97 2.00 3.80 167.14 21.04 2,126,912 47.46 11.24 4130
Al Massachusetts Electric Company 1,624,085 62,300 42.28 2.88 5.86 162.23 9.08 909,233 43.23 1.73 §5.04
Al *Monongahela Power Company 628,311 80,528 58.09 3.06 4.51 17811 35.67 1,148,397 46.45 6.44 47,10
At Narragansett Elactric Company 520.038 25,621 5203 2.49 3.76 166.43 18,94 509,534 40.21 2.51 57.28
Al New England Power Company 1,677,903 142,468 89.42 351 6.00 352.82 49,32 1,761,895 4592 2.25 51.83
Al *“Northwestern Corporation 918,070 23411 71.99 2.24 2.88 263,94 169.58 835,663 51.83 28.24 19.94
A Pacific Gas & Electric Company 9,495,000 735,000 100.54 3.42 571 176.22 4.95 17,791,000 54.62 472 40.77
Al *Potomac Edison Company 708,781 85,755 86.97 2.90 4.30 214.93 16.711 1.3349M 17.10 1.23 51.67
Al Potomac Electric Power Comparty 1,863,510 165,251 118.98 219 349 157.63 35.50 4,215,005 49,72 629 43.99
Al Public Service Company of Oidahoma 712,690 50,053 118.90 .41 5.18 181,52 11.59 981,208 43.49 8.18 48.33
Al *3an Dlego Gas & Electrlc Company 2,167,548 231,650 110.59 167 765 298.74 22.45 3,351,236 55.51 3.00 41.40
Al *Savannzh Electric & Power Company 226,271 23,847 85.97 313 496 256.16 25.05 375.24% 43.87 9.33 46.81
Al *South Caralina Electric & Gas Company 1,338,000 186.000 75.81 2.88 4.85 167.67 31,38 2,938,000 45.03 572 49.25
Al Southern California Edison Company 7.953,386 876,106 32493 2.33 522 274.94 65.19 11,576,335 61.85 396 34.18
Al *Woest Penn Power Company 1.082,162 134,665 72.00 2.9 402 166.95 rs1 2,034,600 47,08 392 48.00

AVERAGE OF RATING GROUP 2,414,955 219,715 $8.63 2.98 4.90 217.23 32.51 4,069,877 47.51 8.25 48.24




1997 Actual Data for the Electric industry ($mil.)

Sr.
Debt Net Dividend EBIT/ FFO/ FFO Dal. Charges Totai Dabt Pref. Stock Eg:lt
Rating+ Company Revenue Income Fayout % interest Interast % Capex % Equity Capital % Capital 9% Capital % pl)t’al
A2 Carolina Power & Light Company 3,024,089 382,265 72.68 310 6.14 240,73 42,30 5,501,818 47.69 1.08 51.23
A2 *Central Hudson Gas & Electric Corporation 520,277 51,856 77.86 3.06 5.49 272,65 34.69 896,280 40.52 6.25 53.23
AZ *Cleco Cewporation 456,245 50,402 747 282 4,79 140.53 56.17 841,323 49.34 2.08 48,58
AZ *Deimarva Power & Light Co. 1423502 101,218 92.68 317 3.53 121N 35.52 2,238,453 50,23 7.14 42.64
A2 *Empire District, Electric Company, The 215311 21,377 110,69 2.26 392 92.98 1811 499,321 49,54 6.59 43.87
A2 Idaho Power Company 748.503 87,058 B0.24 328 3.55 163.74 59.10 1,609,787 49,15 6.63 44.22
A2 Northem Indlana Public Service Company 1,762,382 188,081 98.78 3.42 6.34 249.00 29.83 2.407.772 51.80 5.81 42.29
AZ PaclfiCorp 6,278,000 205,400 166,12 1.73 277 133.92 411 9,871,900 50.34 5.89 43.77
A2 Portiand General Electric Company 1,416,000 124,000 52.42 2.70 4.81 156,67 92,75 1,848,000 51.75 1.54 46.72
A2 Vieginia Electric and Power Company 5,079.000 433,400 B7.66 3.28 4.B4 304.56 22.54 9,014,400 45,20 9.14 45.66
A2 *West Texas Uitifitles Company 397,778 22,402 116.89 1.82 412 247,58 23.45 540,052 51,60 0.46 47.95
AVERAGE OF RATING GROUP 1,937,372 151,581 93.66 2.78 4.57 193.10 41.52 3,215,374 48.04 4.78 46,38
Al Appalachlan Powsr Company 1,720,030 113,508 100.82 2,01 3.25 123.07 44.70 2,747,942 5%.73 1.53 39.34
A3 Attantic City Electric Company 1,084,890 80,926 106.87 319 3.91 23197 39.97 1,807,055 49.26 141 43.33
A Central Power and Light Company 1,376,282 121,350 13818 207 397 294.35 89.26 3,193,421 46.13 9.81 44.07
A3 Cincinnatl Gas & Electric Company (The) 2,451,876 238,285 71.51 2.95 4.75 28B.65 47.88 3,257,066 49.91 0.64 49.45
A3 *Cotumbus Southern Power Company 1,139,604 116,937 67.2% 2.5 3.713 197.45 56.72 1.812,51Q 5717 1.38 41.45
A3 Detroit Edison Company : 3,657,000 405,000 B1.73 3137 4,60 244,19 29.57 1.383,000 51.61 1.85 46.45
A3 *Hawalian Electric Company, Inc. 1,088,755 78,180 74.66 2.67 3.99 126,59 19.58 1,623,805 44.54 B.10 41.37
A3 Houston Industries Inc. 6.873.385 420,948 96.28 2.64 4.41 412.45 94.90 12,852,857 59.09 2.89 38.02
A3 *MidAmerican Energy Company 1,662,606 119,453 106.31 2.49 511 21117 52.78 2,334,670 45.89 7.79 42,22
A3 Ohio Power Company 1,965,818 206,042 96.74 3.53 6.08 242.87 45,94 2,601,273 46.19 1.13 52.69
A3 *Orange & Rockland Utitities, Inc, 648,774 42,138 90.32 232 393 130.38 40.86 906,788 53.73 4.77 41.50
A3 PP&L, Inc. 3,049,000 308,000 111.69 2.69 4,87 258.06 5214 6,064,000 45,12 11.81 43.07
A3 *PSI Energy. Inc. +,958,469 120,504 84.27 2.54 5.07 244,89 52.79 2,313,361 48.35 6.80 44,86
A3 *Pennsylvania Electric Company 1,052,936 94,358 63.59 2.18 4.08 178,47 57.99 1,716,994 46,83 1.09 46.09
A3 *Public Service Company of Colorado 2,229,643 192,280 77.11 2.39 3.25 91.04 23.27 3,744,507 51.91 4.79 43.30
Al *Publlc Service Electrlc and Gas Company 6,125,000 513,000 104.29 2.41 4.00 218.27 37.64 10,542,000 50.75 6.48 42,77
Al *Rochester Gas & Electric Corp. 1,036,638 89,555 78.09 2.85 5.20 256.45 53.47 1,527,678 €".72 §.37 52.91
A3 *Steera Pacific Power Company 657,540 77,668 97.16 2.87 4.20 95.57 22.67 1,443,514 41.27 B.43 44.31
A3 *Washington Water Power Company (The) 1,302,172 108,405 68.85 165 3194 219.08 40.68 1,665,997 45.75 9.30 44.85
A3 *Western Resolirces, Inc. © 2,151,768 489,175 28.97 5.52 0.38 -57.08 93.57 4,913,016 49.66 8.35 41.00
AVERAGE OF RATING GROUP 2,162,108 196,837 87.69 2.87 4.13 200,68 50,12 3,722,878 49.70 5.84 44.46
2 Baal Arizona Public Service Company 1,878,553 238.690 .22 2.49 4.99 205.03 61.55 4,208,465 51.99 4.07 43.94
Baat Boston Edisan Company 1,776,233 131.493 79.82 2.34 4.19 298.55 23.80 2,531,303 51.23 6.36 42.41
§. Baal *Canal Electric Company 214,123 14,828 96.57 2.61 4,48 430,75 27.32 204,872 51.42 0 48.58
< Baat *Duquesne Light Company 1,164,941 137.798 97.22 2,72 4.81 357.89 71.98 2,546,135 §1.68 8.90 39.43
w Baal *Eastern Edison Company 435,014 27,059 178,23 2.53 338 285.01 67.86 473,246 48.00 5.84 46.16
5 Baal Hiinols Power Company 1,773,600 129,500 B8.50 213 383 168,51 14.82 3,635,000 51.27 6.89 35.74
Baal Indiana Michigan Power Company 1,301,917 141,004 93.09 3.24 512 220.47 40.41 2,348,620 51.22 3.32 45.47
Baat Jersey Central Power & Light Company 2,093,972 200,638 74,76 310 5.22 257.30 62.35 3,174,850 43.48 8.0 48.51
Baal *“Kentucky Power Company 359,543 20,746 128.99 1.81 315 8277 38.95 634,827 59.47 0 40.53
Beat *Metropolitan Edison Company 943,109 93,034 85.99 3.00 4.59 207.41 80.31 1,512,247 45.14 7.4 47.45
(W) Baal *Minnesota Power, Inc, 853600 75,600 85.32 2.30 3.30 276.92 42,70 1.576,600 51.96 6.76 41.29
Baal *Montana Power Company 1,023,597 124,942 72.82 4.59 51 76.52 36.77 2,003,028 43,37 6.12 50.50
§ Baal New York State Electric and Gas Corparation 2,129,989 176,211 59.93 3.45 4.72 370.13 33.65 3,509,193 44,07 4.54 51,39
g_ Baal PECO Energy Company 4,617,901 318,754 132.23 2.69 4.08 233.83 226,18 7.866.524 57.94 1.40 34.66
Baal *Puget Sound Energy, Inc. 1,676,802 108,363 156.78 1.98 2.52 7293 45.28 3,466,944 52.94 7.89 3817
Baal Texas Uititties Electrlc Company 6,135,417 745,024 36.62 2.58 4,09 163.68 29.60 13,734,406 46.68 7.46 45.88
N AVERAGE OF RATING GROUP 1,785,544 187,730 98,14 2.72 4.23 244.24 56.47 3,339,142 50.48 5.60 43.82
W




